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Alice Aubert is just concluding a successful year as president
of the New York chapter of ASWA, having been its corre
sponding secretary from 1939 to 1941.
She also served the national ASWA organization as first
vice president from 1941 to 1943 and as second vice president
from 1939 to 1941.

She holds an A.B. degree from Hunter College, where she
majored in Statistical Science, and has taken post graduate
work at Columbia University School of Business toward a de
gree of M.S. in Accounting.
Now in her third year on the staff of the public accounting
firm of Hurdman and Cranstoun, her experience includes
three years of war contract accounting for Shreve, Lamb &
Harmon—Fay, Spofford & Thorndike, and two years experi
ence as assistant to the treasurer of Authors League of
America, Inc., who at that time was Gertrude Priester.

As you may judge from this comprehensive article, Miss
Aubert is frequently assigned to bank examination engage
ments, which, as those in public accounting offices can testify,
have a fascination all their own.

HIGHLIGHTS OF A BANK EXAMINATION
By ALICE H. AUBERT, A. B.
In the field of commerce and industry the
substantiation of the correctness of the
assets and liabilities of a business, while
formally designated as an examination of
financial condition, is more commonly re
ferred to as an audit. Rarely is the latter
term applied to the verification of the
financial condition of a bank. A bank audit
is almost invariably denominated an exam
ination, and the independent or outside
auditor an examiner.
Bank examinations may be made by gov
ernment or state examiners, by directors,
or by public accountants retained by the
board of directors or other administrative
officials of a bank. The term “bank exami
nation” in itself has a broad scope for the
examination to be made may cover any one
of the several different types of financial
institutions, or very possibly a combina
tion of them. Whether the subject of audit
is a national bank, a state bank, a savings
bank, or a trust company, certain procedures
and practices are common to all, and the
examinations therefore are essentially the
same. They differ only in so far as there
are legal restrictions peculiar to the opera
tions of the bank as a result of the jurisdic
tion under which the bank is organized.
A brief description of these differences
among the various forms of bank organiza
tions will clarify the reasons underlying
some of the examining procedures to be

outlined, and will differentiate as to the
type to which certain of them are applicable.
Banks may operate under charters granted
either by the Federal government in con
formity with federal laws, or by state
governments in conformity with the laws of
the respective states. Those banks formed
under federal law are known as national
banks, and are obliged to be members of the
Federal Reserve System. They are subject
to all the provisions of the Federal Reserve
Act, one of which is the requirement that
they maintain certain minimum reserves.
They are permitted by the Federal Reserve
Board to operate trust departments. Since
national banks are primarily commercial
banks, their liabilities are for the most
part payable on demand. Therefore their
assets should be of a very liquid nature,
and generally consist of demand loans, loans
of short maturities, and investments which
can be readily sold. Restrictions imposed on
national banks include: prohibition, with
certain clearly defined exceptions, of in
vesting in stocks of industrial and similar
companies, or in any stock other than that
of the Federal Reserve Bank of its district
and certain institutions engaged in financ
ing foreign trade; limitations with respect
to real estate loans; and limitations as to
the total amount that may be loaned to any
one person or concern. They may hold no
real estate other than that necessary for
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probable that, in any case, it is the respon
sibility of the accountants to be sure that
their own plans and those of the directors’
committee together provide for an examina
tion adequate to meet minimum legal re
quirements.
Before commencing an examination it is
important first to know the type of bank
organization to be examined, and to become
familiar with the laws, restrictions, or spe
cial provisions affecting such a bank in its
particular jurisdiction. Then a regular plan
of examination should be made based on a
survey of the bank to be examined, and on
a consideration of accepted procedures. The
survey is particularly important if it is a
first examination, and should include in
quiries in regard to the following:
1. The location and number of branch
banks, if any.
2. The number and kind of tellers and
their location in order that a sufficient
staff may be assembled to handle the
work.
3. The hours during which the bank is
open to the public for business. This
is important in order that the examin
ation may be begun as soon as the
bank closes its doors to the public, or
at the moment the vaults are opened
in the morning preparatory to opening
its doors to the public for the day.
4. The securities owned and the number
of files of investments, collateral, safe
keeping, and notes, and where they
are located.
5. The procedures followed in handling
loans and mortgages.
6. The number and names of correspond
ent banks.
7. The methods of bookkeeping, the
types of records kept, the number and
nature of departments in the bank,
and such other pertinent information
concerning the accounts as may be
required.
8. The period and extent of the examina
tion, and the date of the last audit, the
period it covered, and by whom it was
made.
Regarding item seven above it is inter
esting to note that the organization and the
methods of bookkeeping of most banks of a
particular type are on a fairly uniform
basis. This is due in part to the frequent
examinations and close supervision main
tained over banks, and in part to a general
tendency toward standardization. In the
course of an examination the bank examiner
will usually come in contact with most of

the accommodation and transaction of their
business, and real estate acquired in settle
ment of debts, which latter type may be
held only for a period not exceeding five
years, unless extended by permission from
the Comptroller of the Currency.
Commercial state banks, savings banks,
and trust companies are formed under the
laws of the various states, as to which there
is not complete uniformity. State banks
may become members of the Federal Re
serve System, and thereby become subject
to the provisions of the Federal Reserve
Act. As to state banks which are not mem
bers of the Federal Reserve System there
are few restrictions by law, though many
under State Banking Department regula
tions, on real estate loans, similar limita
tions on loans to individuals as those apply
ing to national banks, and in some states
wider powers with respect to investments.
Upon request and qualification state banks
may operate trust, safe deposit, investment,
title, and surety departments.
The purpose of savings banks is to receive
deposits, invest them in capital securities,
repay them when required to do so, and
meanwhile, between receipt and repayment
of the deposits, to pay interest thereon.
Such deposits are for the most part, by
nature, time deposits, and by law have a
protection period for which payment of
deposits may be withheld. Savings banks
are restricted as to the type of investments
they may hold, and diversification of invest
ments is required. Apart from mortgages
they must be readily marketable.
Trust companies may also become mem
bers of the Federal Reserve System, and
while their primary business is fiduciary in
character, they are permitted to operate
banking departments subject to the same
supervision and control as regular state
banks.
Directors or trustees of all banks are
charged by law with the duty of making
periodic examinations of the institutions
under their care. The scope of these exami
nations must meet certain minimum re
quirements. The directors or trustees may
engage outside assistance in fulfilling their
responsibilities. The extent to which out
side assistance is required depends on the
ability of those primarily responsible and
the bank’s ability to pay for the services
to be rendered.
When public accountants therefore are
called in their share in the examination
must be clearly stated, and their work must
be planned accordingly. It is, however,
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the following departments or combinations
thereof: receiving, paying, mail deposit,
transit, clearing, collection, proof, loan, for
eign exchange, trust, safe deposit, surety,
real estate, and title insurance. Each of
these departments usually maintains its
own records, and prepares its own daily
proofs. As soon as they are balanced the
departmental proof sheets are sent to the
general bookkeeping department for imme
diate posting, upon completion of which
the latter department then prepares the
daily statement showing the current finan
cial condition of the bank. This statement
includes the transactions of all of the de
partments of the bank with the exception
of the trust department, for which a sepa
rate set of books is maintained. The ac
counts of the trust department do not
appear on the general books of the bank
except as to the control account for unin
vested fiduciary cash and accounts repre
senting income control.
The procedures to be followed in making
an examination where the public account
ants’ responsibility is not closely limited
by the examining committee may vary de
pending upon the institution to be examined,
and the conditions prevailing in the particu
lar organization at the time of the examina
tion, but they generally consist of the
following, though not necessarily in the
order listed:
1. Counting cash, and simultaneously
controlling and sealing for later ex
amination and count, all items sus
ceptible of manipulation, immediately
upon entering the bank.
2. Examining, checking, and proving ex
change items, and sending out letters
of verification.
3. Preparing a schedule of loans, and
examining, proving, and pricing loan
collateral and evidences of indebted
ness. In some cases further tests
should be made by correspondence to
insure the genuineness of the evi
dences of indebtedness.
4. Scheduling mortgages and examining
supporting documents.
5. Scheduling and examining invest
ments, and confirming those securities
not in possession of the bank and
available for inspection.
6. Taking, or obtaining and checking,
a trial balance of the general ledger,
as of the date of the examination.
7. Running tapes of the depositors’
ledgers, and determining that all ac
counts included therein represent de
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posit liabilities, and the amounts of
preferred liabilities. Consideration
should be given to the desirability of
selecting certain deposit accounts for
confirmation by correspondence with
the depositor.
8. Making a general analysis of other
accounts, testing accrual of income,
and vouching expenses.
In planning and preparing for a bank
examination it is important to remember
that it should take place at a time unan
nounced to both the officers and the staff of
the bank. A great amount of care is usually
exercised in this respect, the staff of the
examiner being informed only at the latest
possible moment. It is also important that
the examination take place at the time of
day most convenient to the bank to be ex
amined, and for the type of examination to
be made.
Although, as compared to other examina
tions, the procedures involved in an exami
nation of a bank are relatively simple, they
are in certain respects more difficult because
so many of the procedures must be accom
plished in so short a time as the assets of
the bank cannot be immobilized for any
length of time, and confirmation becomes
impossible if a protracted delay occurs.
This condition requires that the count of
cash and cash items, and the examination
and count of securities, notes, loans, col
lateral for loans, and items held for safe
keeping be done promptly. The control of
all assets must be sufficient to make im
possible any transfers from one group to
another to conceal a shortage or difference.
In order to accomplish this all such items
must be examined and counted simulta
neously, either in fact or in effect. To do
so in fact requires a staff larger than is
usually available. Therefore it must be
done in effect by the control and sealing
of the physical assets of the bank which
cannot be examined at the time of entering
the bank. The items generally sealed are
those heretofore enumerated. The seals
used should be marked in some way so that
they cannot be replaced or duplicated; they
should be conspicuous, and adequate in size;
and they should be controlled by the ex
aminer and guarded carefully lest they
should come into the hands of any of the
bank staff.
After the examiner and his staff have
entered the bank, and the examiner has
made the necessary introductions, and has
placed under his control and seal all cash
and other requisite items, he assigns one

assistant to each teller to observe the teller
while he balances his cash and prepares his
proof sheet. The teller then should turn
over his cash to the assistant assigned to
count it. The count should always be made
in the teller’s presence. A summary of the
count for each teller should be prepared,
listing all cash items in detail. The teller’s
signature should be obtained on the sum
mary as to correctness and receipt in full
for the cash returned after count. If the
entire cash count is not completed simul
taneously, as is ordinarily the case, the cash
that has been counted must be sealed until
the other cash is finished. In small banks or
where there are not a sufficient number of
examiners to assign one to each teller, the
practice has frequently been adopted of
having all of the cash brought to a central
point for count.
In counting the cash itself it is not
always feasible to count every bill and coin.
If the amount of cash is not too great all
of it should be counted. If the number of
pieces is great all loose bills and coins
should be counted, and all packaged bills of
ten dollars and over. A reasonable percent
age of five and one dollar bills should be
counted. Those not counted should be
ruffed to determine their genuineness. The
amounts by packages should then be totaled
and checked to the tellers’ proofs. Pack
aged coin should be handled to determine
that it is not padded, and the packages
should similarly be totaled and checked to
the tellers’ proofs. Bagged coin may be
weighed or put through counting machines.
When the count of tellers’ cash is com
pleted, the vault cash, if not already ex
amined, must be counted. The usual pro
cedure is to have the examiner go into the
vault with the head teller or the officer in
charge of vault cash. The examiner breaks
his seal and under his surveillance the cash
is brought out of the vault to the examiner’s
assistants to count in the presence of bank
officers. The same method of counting is
here used as before mentioned.
A schedule of the cash count is then pre
pared and proved to the general ledger
control account, and all cash items in the
count are listed for later verification as to
their propriety and disposition. Cash items
are those which a bank accepts for imme
diate credit to depositors’ accounts, or
checks, coupons, or vouchers which form
part of the tellers’ cash and for some reason
cannot be or have not been put through for
payment or replacement by actual cash.
The next step after the cash count is to
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count the exchange items. They consist of
checks from the current day’s business
which must be sent to other banks for
collection, or to the clearing house, or to
correspondent banks. During the day, or at
the end of the day in the presence of one
of the examiners, bank employees will have
sorted these checks by banks, and listed
them, and placed them in separate envelopes
marked for each bank. The auditor should
prepare a summary showing the name of
each bank and the amount. In each envelope
a letter is inserted together with a stamped,
return envelope requesting confirmation
and information as to any checks returned
unpaid. The envelopes are then sealed by
the examiner and under his control are
either delivered to the messenger or placed
in the mail. When the letter of verifica
tion is returned it is checked against the
summary.
Statements and confirmations of balances
as of the date of the examination are also
requested from the correspondent banks,
which when received are reconciled and
checked to summaries previously prepared
from the bank’s records.
Any items still remaining under seal are
examined and released as soon as possible,
that is, on the first day of the examination
or, if not, then as early as possible there
after. These will usually consist of invest
ments, loans, collateral, and items held for
safe-keeping. The investments should be
examined to determine that all securities
owned by the bank are accounted for, and
that they are in the name of the bank or in
negotiable form. The total of investments
should be proved to the general ledger con
trol, and those not on the bank premises,
and therefore not subject to examination,
should be confirmed by correspondence. The
list of investments should be studied and
their values established by reference to
market quotations. The propriety and legal
ity of the investments should be passed
upon.
In regard to loans and loan collateral the
former should be scheduled and proved,
and it is the duty of the examiner to ascer
tain that all loans made by the bank, unpaid
at the date of the examination, are evi
denced by documents on file which are in
good order, and that the collateral pledged,
if any, is legitimate, is correct as to kind
and amount, is in the possession of the bank
or otherwise accounted for, is negotiable,
and is sufficient in value to secure the loan.
If any question exists or suggests itself
as to the authenticity of notes, an inde

pendent confirmation should be requested
from the borrower. The line ledger should
be scrutinized to determine that loans are
suitably diversified as to industries and
borrowers, and that no firm in which the
bank’s directors are interested receives
undue consideration. Credit files relating
to borrowers should be examined as to un
secured or insufficiently secured loans. In
examining real estate loans the following
documents must be inspected by the exam
iner: the bond, the mortgage, the deed, the
title search, appraisals, insurance policies
assigned to the bank (if insurable improve
ments exist), and receipted tax and water
bills or evidence that they were examined
by the bank. Any of the required documents
which should support a loan, and which are
out for any reason, should be verified by
correspondence. All questionable loans
should be reviewed with an officer of the
bank. As a result of the foregoing studies
the examiner will be in a position to deter
mine the sufficiency of reserves provided
against the bank’s loans.
The examination of the depositors’
ledgers is an important part of a bank ex
amination, and may be done either by send
ing out requests for confirmation of bal
ances on all or selected accounts with the
monthly statements in the case of commer
cial banks, or by examination of passbooks
at the time they are presented by a customer
when making a deposit or withdrawal or
for any other reason. Dormant accounts in
particular should receive critical study as
they offer opportunities for manipulation.
A trial balance of the depositors’ ledgers
should be run and proved to individual con
trols. The latter operation is one which
can be effected only after banking hours
and the efficiency of the system maintained
by the bank for keeping its depositors’
ledgers will determine the extent of the
examination to be undertaken. Before this
division of the examination is completed
an aged schedule of overdrafts, if any,
should be prepared and studied in relation
to the depositor’s financial standing.
In the case of banks which are members
of the Federal Reserve a computation of
the legal reserve should be made, and the
sufficiency of the reserve determined.
Income and expense accounts of a bank
do not differ sufficiently from any other
business to call for a special method of ana
lyzing and vouching. Any matters of impor
tance disclosed by the examination of these
accounts should be reported to the proper
officers of the bank, and, if significant,
should be mentioned in the report of the
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examination.
When his examination is completed the
examiner should prepare and submit a re
port to the Chairman of the Examining
Committee, by whom he was designated to
conduct the work.
INEQUALITIES
I think the most dangerous things in the
world and the ones that have caused con
tinual turbulence are the inequalities, the
senseless, man-made inequalities that could
be done away with—social inequality, eco
nomic inequality, race inequality, sex in
equality—they mean not only unhappiness,
but terrible waste. It may be suggested
that after these inequalities are abolished,
the real inequalities begin, and with that
I agree. But the others are inherent in
equalities which have always benefited the
race—inequality of mind, of emotional
powers, of strength, or of beauty. In our
time it looks as if economic equality is the
one we are first headed toward abolishing.
But I believe, of all the inequalities, sex
inequality may have caused the most waste.
—Mary Colum, in ‘‘Life and the Dream”
(Doubleday & Co.)
DETECTION OF IRREGULARITIES
An enterprising company auditor took
advantage of an opportunity offered him
when functioning in a relief capacity.
As traveling auditor for a dairy com
pany he made periodical visits to the
branches. On such visits he took it upon
himself to make the bank deposit. As many
of the receipts were in currency he was able
in each instance to pocket a sizeable sum.
On his return to the home office he altered
the report received from the branch to
agree with the amount deposited. The
thefts were discovered when on one occa
sion he failed to get back to the home
office in time to intercept a branch report
for alteration.
This is one of the cases where a system
of internal control did not function as well
as it appeared at the time of survey. In
ternal control which is not rigidly followed
during lunch hours, vacations, and even
during auditors’ visits may be no control
at all.
ETHICS
We recommend for your reading a very
fine article on The Realities of Professional
Ethics by John L. Carey, secretary of the
American Institute of Accountants, which
appeared in the April issue of The Account
ing Review.

